international 
Marketing Information 
Series 


~. 


Foreign Economic Trends 
and Their Implications 
for the United States 


APRIL 1983 
EL SALVADOR 


FET 83-035 
Frequency: Annual 
Supersedes: 79-089 


PREPARED BY 
AMERICAN EMBASSY SAN SALVADOR 


w 


U.S. DEPARTMENT OF COMMERCE 
_International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $90. Foreign mailing, $22.50 additional. Single copies, $1.75, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





EL SALVADOR: KEY ECONOMIC INDICATORS 
(IN US$ MILLIONS UNLESS OTHERWISE INDICATED) 
- $1.00 equals Colones 2.50 - 
All Balances are End of Year 


Pct. Change 
1979 1980 1980/1981 


Aggregated Supply and Demand 


GDP (Current Prices) 3,567 <2 
Annual Change in Real GDP (%) 9.0 
Private Capital Formation (%) 55.8 
Agriculture (%) ‘ 4.9 
Merchandising (%) : 11.3 
Manufacturing (%) 16.0 
Transport, Storage, Communications (%) dane 


Foreign Sector 
Exports 
Coffee 
Cotton 
Sugar 
Shrimp 
Imports 
Non-Petroleum Production Goods 
U.S. Imports as % of total 
Current Balance 
Capital Balance 
Net International Reserves 
Public Sector Foreign Debt 1/ 
Public Sector Foreign Debt Service 1/ 


Central Government 2/ 
Current Revenues 
Current Expenses 
Capital Expenses 
Overall Surplus/Deficit 


Banking Sector 
Money Supply (Mj) 


Credit Outstanding to Private Sector 
Credit Outstanding to Public Sector 
Private Sight Deposits 

Private Time and Svgs. Deposits 


Wages and Prices 
Change in Real GDP per Capita 363 12.2 


Change in Consumer Prices A244 17.4 
Avg. Monthly Agricultural Wage ($) 129.8 162.0 
Avg. Monthly Manufacturing Wage (S$) 136.4 172.8 


1/ Includes autonomous institutions except the Central Bank 

2/ Excludes all autonomous institutions 

Sources: All data comes from the Central Reserve Bank of El Salvador, except for public 
sector and central government data which come from the Ministry of Hacienda, 
and wage data which come from the Salvadoran Social Security Institute. 





SUMMARY 


El Salvador's short-term economic prospects are discouraging due to 
a variety of domestic and international difficulties including re- 
peated guerrilla attacks on the economic infrastructure, security 
problems, deteriorating terms of trade, and world and regional re- 
cession. The principal objective of policymakers is to reactivate 
production to improve supplies of needed goods and services, to pro- 
vide employment to citizens, and to maintain essential public serv- 
ices. 

The backbone of El Salvador's economy has traditionally been agri- 
culture. Thus, an almost 10 percent drop in. the volume of pro- 
duction between 1979/80 and 1981/82 had a negative impact on both 
domestic food supplies and on export earnings. International price 
decreases for El Salvador's major export crops contributed to a 
current revenues/foreign exchange squeeze, as well as to a continu- 
ing crisis of confidence among producers. Adjustment difficulties 
to the agrarian reform and violence in the countryside also have 
played a role in reducing agricultural output. 


The manufacturing sector also suffered a decline in production. Be- 
tween 1980 and 1981, overall output dropped by 15 percent in real 
terms, reflecting weak markets among El Salvador's major trading 
partners, particularly in Central America. In 1981, construction 
activity in the public sector remained at the 1980 level due toa 


deliberate Government of El Salvador (GOES) effort to sustain ag- 
gregate demand and increase the supply of low income housing. 


The overall health of El Salvador's economy is closely linked to 

the health of its external sector. A precipitous drop in export 
earnings--from $1.1 billion in 1980, to $793 million in 1981--was 

a major factor in the severe shortage of foreign exchange which so 
constrained the manufacturing sector. The current account deficit 
increased to $255 million in 1981 from $17.6 million in 1980. De- 
spite an increase in borrowing abroad in 1981, El Salvador's foreign 
debt remains manageable thanks to a long history of prudent finan- 
cial policies. 


Fiscal and monetary policies in 1981 were aimed at maintaining and 
financing in a noninflationary way essential public services, em- 
ployment, and certain programs of political/economic importance. 

The 18.7 percent growth in current expenditures outstripped the 6.4 
percent increase in current revenues yielding a deficit of $89.2 
million on the current account. In 1981, central government capi- 
tal receipts more than doubled to $286 million, reflecting a sub- 
stantial increase in official domestic and foreign borrowing. Credit 
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to the public sector from the domestic banking system in 1981 in- 
creased by 37.5 percent over 1980, while credit to the private sec- 
tor increased by 5.9 percent. In 1981, the money supply (M,) re- 
mained at approximately 1980's level. 


Substantial amounts of economic assistance from the United States, 
the International Monetary Fund (IMF), and other sources will play 

a key role in the reactivation of El Salvador's economy. In 1981, 
the United States provided about $139 million in balance-of-payments, 
infrastructure, project, and food assistance. The IMF and other major 
donors such as Mexico, Venezuela, and the Inter-American Develop- 
ment Bank (IDB) have key programs in place as well, which are 
directed toward providing foreign exchange and credit to maintain 
production and trade. The resiliency of the private sector in par- 
ticular and the population in general, plus the availability of 
foreign assistance to improve the underlying economic structure, 
yield a brighter medium-to-long-term outlook. 


Although real imports declined by 7.3 percent between 1980 and 1981, 
prospects for U.S. exports of construction, civil engineering, agri- 
cultural and telecommunications equipment are good. While the U.S. 
share of the import market has dropped slightly in recent years, 
U.S. products enjoy an excellent reputation in El Salvador. Many 
American traders and investors have found El Salvador a very attrac- 
tive place to do business, despite some short-term economic and po- 
litical difficulties. 


MACROECONOMIC DEVELOPMENTS 


Following many years of relatively high real growth averaging over 
5 percent per year, El Salvador's economy has deteriorated badly 
since 1978, the last year of relative political stability. In 1979 
when a military coup established a reformist government, real GDP 
declined by 1.7 percent. The decline in real GDP was 9 percent in 
1980 and 9.5 percent in 1981. Current indications are that 1982 
will record a further drop of about 6 percent. Thus, the economy 
will have lost more than a quarter of its annual output over a 
4-year period. All major economic sectors--agriculture, industry, 
services, and foreign trade--participated in the decline. 


Total GDP measured in current dollars dropped from $3.57 billion in 
1980 to $3.51 billion in 1981. Assuming a population growth rate 

of 3 percent a year, GDP per capita dropped from $802 in 1980 to 
$764 in 1981. Real per capita GDP declined approximately 25 per- 
cent between 1979 and 1981. In late 1981, the accumulated economic 
pressures of the previous 3 years led the GOES to revamp the foreign 
exchange market by allowing commercial banks to buy and sell for- 





eign exchange. The official exchange rate remains fixed at 2.5 
colones per dollar, while the parallel market rate has fluctuated 
between 3.5 and 4.2 colones per dollar. 


A number of factors have contributed to El Salvador's current eco- 
nomic difficulties: a decline in earnings from major commodity ex- 
ports due to depressed international markets; the drying up of re- 
gional trade as other Central American nations faced equally bleak 
export prospects; continued increases in the cost of energy imports; 
uncertainty generated by the reform measures taken in 1980; internal 
political violence, which has led to the closure of factories; the 
systematic destruction of the economic infrastructure by guerrilla 
forces; and the interdiction of normal transportation, which has 
adversely affected the processing and marketing of agricultural 
crops. In the face of these myriad difficulties, it is a tribute 
to the resilience of the Salvadoran private sector and the labor 
force that the economy has continued to function as well as it has, 
although substantial external assistance has of course played a 
major role in maintaining economic activity. 


Agriculture 


In the agricultural sector, the volume of production of most basic 
grains, which are for domestic consumption, and of major export 
crops other than coffee was significantly reduced. The principal 
causes were the violence in the countryside, particularly in cotton 
and sugar-growing areas, uncertainties and adjustment difficulties 
in connection with the agrarian reform program, and disincentives 
caused by unremunerative international prices for major export crops. 


In volume terms, between the 1979/1980 and 1981/1982 crop cycles, 
production of all products declined by about 9.5 percent; export 
crops experienced greater losses (11.8 percent during the same pe- 
riod), while production of basic grains over the same time frame 
declined by 8 percent. As a result, El Salvador has faced not only 
decreased export earnings, but growing import requirements for food 
products, which rose from 10 percent of total imports in 1978 and 
1979 to 15 percent of total imports in 1980. Heavy flooding in 
September 1982, added to the ongoing problems facing the sector, 
will further depress output in the 1982/1983 crop year. 


Manufacturing 


Manufacturing output dropped by 15.8 percent in real terms between 
1980 and 1981, and registered a cumulative drop of 32.0 percent be- 
tween 1978 and 1981. The principal causes for the sharp decline 
have been weak export markets, particularly in Central America to 
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which a large percentage of El Salvador's manufactures had been 
sold, continuing shortages of foreign exchange for key industrial 
inputs, and political unrest. The private sector and the GOES, 
with the help of foreign assistance agencies (chiefly the U.S. 
Agency for International Developmert and the Inter-American De- 
velopment Bank) are undertaking a major effort to rehabilitate the 
manufacturing sector and expand the use of installed productive 
capacity. 


Construction 


The construction sector maintained a respectable level of activity, 
thanks to government projects, particularly in low-income housing. 
However, new private construction--of plants, offices, and resi- 
dences--has fallen off substantially, reflecting shortages of credit, 
the decline in economic activity generally, and uncertainty about 
the near-term future. Total construction activity declined by 34 
percent in real terms in 1980, but then remained stable in 1981. 
Work on major projects has continued in some areas--for example, on 
the San Lorenzo hydroelectric plant being funded by the Inter-Ameri- 
can Development Bank. However, most projects in the north and east 
have been severely curtailed by guerrilla violence and general se- 
curity problems. 


Consumption 


Real consumption expenditures dropped by 15.6 percent between 1978 
and 1981. The private sector suffered the brunt of the decline-- 

it accounted for 89 percent of total expenditures in 1978 and 84 
percent in 1981. The increase in the Government's share of con- 
sumption expenditures reflects the greater stability of government 
employment and activity while private sector employment declined, 

as well as a deliberate attempt to maintian aggregate demand through 
government expenditures. 


Capital Formation 


Gross fixed capital formation fell by more than half (56.7 percent) 
between 1978 and 1981. In the private sector, 1981 net investment 
was only 28 percent of the 1978 level. This continuing decapital- 
ization of the economy will undoubtedly make longer term economic 
growth more difficult. 


EXTERNAL SECTOR 


The year 1981 ended with a large current account deficit ($255 
million) compared with $17.6 million in 1980. The deficit was 
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partly offset by a significant increase in official capital in- 
flows of $189 million or a 70 percent increase over the 1980 fig- 
ure. Private capital outflows, which provide a rough measure of 
capital flight, decreased in 1981 owing to increased controls. 
Nevertheless, at the end of 1981, net international reserves had 
dropped to negative $149 million. 


Trade 


The crade balance deteriorated in 1981 to a deficit of $187.7 mil- 
lion, compared with a $100 million surplus in 1980. The service 
account of the balance of payments was also in deficit by 

$128 million. The major factors underlying these deficits were 

(a) a drop in export earnings from $1.1 billion in 1980 to $793 
million in 1981, caused by both a decline in volume resulting from 
production shortfalls of cotton and sugar and a decrease in coffee 
exports under the quota provisions of the International Coffee Agree- 
ment, as well as depressed world commodity prices, and (b) sluggish 
demand for Salvadoran exports of manufactures to the Central Ameri- 
can Common Market (down from $289 million in 1980 to $204 million in 
1981). Coffee, which still accounts for almost 60 percent of ex- 
port earnings, showed a decline of 10 percent in volume and 18 per- 
cent in average price between 1980 and 1981. Real imports declined 
by 7.3 percent, owing to strict controls on nonessential imports as 
well as dampened demand caused by deteriorating economic conditions, 
although the heavy. dependence of Salvadoran industry on imported 

raw materials makes it difficult to isolate cause from effect insofar 
as the decline in manufacturing industry is concerned. Imports in 
1981 were distributed as follows: Consumption goods (including 
food), 30.3 percent; petroleum, 15.2 percent; other intermediate 
goods, 43.3 percent; and capital goods, 11.2 percent. Capital goods 
imports of $110 million in 1981 were less than half the 1978 level 
of $265 million, due to lack of confidence within the private sector 
and an absence of major new foreign investment. Oil imports are 
financed by Venezuela and Mexico on concesssionary terms. 


Of El Salvador's basic export products, only shellfish shows pros- 
pects for modest improvement in the short term, although increased 
political stability in the cotton and sugar growing areas could 

lead to a greater volume of exports of these products. Coffee 
exports are constrained by El Salvador's quotas under the Interna- 
tional Coffee Agreement. Under present conditions, therefore, over- 
all exports are expected to barely reach 1981 levels in 1982 and 
1983, and perhaps show some slight decline. Thus the deficit in 

the balance of trade at the end of 1982 will probably not differ 
much fron that of 1981. So long as external and internal constraints 
on economic activity remain, El Salvador will continue to rely on 
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foreign assistance and financing to implement key investment proj- 
ects and to pay for critical imported raw materials. 


External Debt 


Foreign debt has not been a major burden on El Salvador, largely 

as a result of conservative financial management, although borrow- 
ing has increased substantially in the last few years. Outstanding 
public debt (domestic and foreign) totaled $1,350 million in 1981, 
twice as much as the previous years; of this, $650 million con- 
stituted foreign debt. During 1981, the GOES obtained from foreign 
sources $189 million, a 70 percent increase over the previous year. 
The bulk of these funds were destined to finance energy projects, 
employment generation projects, and to provide balance-of-payments 
support and production credits. External debt service amcunted to 
$39.4 million, which represented 5 percent of total export receipts. 


FISCAL OPERATIONS 


The budget of the GOES for 1981 totaled $767 million in expenditures, 
of which $238 million was financed by external loans ($77 million) 
and domestic borrowing ($161 million). Current revenues of $443 
million were 6.4 percent above those of 1980, but current expendi- 
tures also rose by 18.5 percent. The result was a deficit on the 
current account of $90 million. 


The nominal increase in current revenues was the result of an upward 
adjustment of the tax on legal: paper and stamps, which is applied 

on commercial transactions and juridical deeds; income taxes showed 
a slight increase, but other tax receipts declined, particularly 
taxes on foreign trade activities. Overall receipts of export taxes 
on coffee declined by 41 percent as a result of the factors de- 
scribed in the preceding section. Taxes on imports decreased by 

12 percent. For the autonomous agencies--such as the National Tele- 
communications Administration, the Port Authority, and the Lempa 
River Hydroelectrical Commission--some improvement in the current ac- 
count was achieved due to tariff and fee increases, and increases 
in the level of operations of certain public services. 


Capital receipts of the central government rose to $286 million in 
1981, more than double the 1980 level of $135 million. This reflects 
a substantial growth in the loans to the GOES from both foreign and 
domestic sources. External resources include a major increase in 
official U.S. Government economic assistance, which increased from 
$72 million in 1980 to $139 million in 1981. Despite increased 
borrowing last year, El Salvador continues to maintain its repu- 
tation for prudent and conservative financial management. In July 
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1982, the International Monetary Fund approved a standby agreement 
in support of the Government's stabilization program and also pro- 
vided additional resources through the Fund's Compensatory Financ- 
ing Facility to compensate for the shortfall in earnings from com- 
modity exports. Central government capital expenditures in 1981 
increased by 12.4 percent, to $235 million. Capital expenditures 
of the public sector as a whole totaled $354 million. Of the lat- 
ter figure, $264 million was for direct investment and the balance 
for transfers and financial programs. 


Central government expenditures in 1981 were distributed as follows: 
Social development, 32 percent; infrastructure development, 20 per- 
cent; economic and financial development, 18 percent; production, 

7 percent; administration and general services, 21 percent; and de- 
velopment of natural resources, 2 percent. 


MONETARY DEVELOPMENTS 


During 1981, total loans and investments of the banking system in- 
creased by $353 million or 20 percent over 1980. Credit to the 
public sector increased by 37.5 percent, while credit to the pri- 
vate sector showed a 5.9 percent increase in current terms, a re- 
duction in real terms. The expansion of credit to the public sec- 
tor was necessary to maintain adequate expenditure levels in the 
face of stagnant revenues. The drop in credit to the private sec- 
tor may be a result of a reduction in credit demand as a consequence 
of reduced economic activity, crowding by the public sector, and a 
shortage of foreign exchange which has depressed the level of com- 
mercial transactions, 


The money supply (M,) remained almost constant between 1980 and 
1981. However, private savings and time deposits increased by a 
significant 22.8 percent; thus M, increased by 10.1 percent. While 
the rise in public savings and time deposits indicates public con- 
fidence in the recently nationalized banking system, it also re- 
flects to a certain extent "forced savings" caused by the private 
sector's difficulties in transferring payments abroad and some un- 
willingness to invest in productive activities. 


Inflation 


The consumer price index increased by 11.6 percent in 1981. The 
index for foodstuffs rose by 14.4 percent and that for apparel by 
20.3 percent. These increases are relatively moderate, in part 
due to price control regulations issued in December 1980. 





Exchange Rate 


El Salvador has had a dual foreign exchange market since late 1981, 
when the Government authorized certain transactions in the parallel 
market; in August 1982, this market was expanded by authorizing the 
commercial banks to deal on the parallel market. While the official 
exchange rate (which applies to about 80 percent of export earnings 
and most capital transactions) remains fixed at 2.50 colones per 
US$1.00, the rate in the parallel market has fluctuated between 

3.50 and 4.20 colones per US$1.00. On the payments side, imports of 
priority goods, imports from the Central American Common Market, 

and official transactions are conducted at the official rate, while 
nonessential imports, travel expenses, payment of dividends and 
royalties, and other authorized transactions are conducted through 
the parallel market. Importation of certain items, principally 
luxury goods such as automobiles, liquors, and cosmetics, are 
prohibited. 


LABOR AND EMPLOYMENT 


Rapid population growth within limited frontiers, coupled with an 
economic system still heavily dependent on agriculture, has placed 
severe constraints on policymakers' abilities to resolve El Salva- 
dor's trenchant unemployment problem. From the mid 1960s to the 
late 1970s, new employment opportunities in manufacturing and serv- 
ice industries, stimulated mainly by healthy growth in the Central 
American Common Market, improved the labor picture, somewhat. How- 
ever, the protracted world recession since the 1979 oil price in- 
crease, and severe political instability in Central America sharply 
curtailed the growth of new employment opportunities outside the 
agricultural sector. (Although no reliable statistics are available, 
unemployment is probably about 30 to 40 percent of the adult popu- 
lation.) About 45 percent of the labor force depends on agriculture 
for their incomes. Given the seasonal nature of work in the agri- 
cultural sector, underemployment is also a serious problem. The 
Salvadoran labor force has a reputation for hard work and skill. 
There have been a few strikes recently which have been based al- 
most exclusively on economic issues. Labor unrest was fairly se- 
rious during the intense political turmoil of 1978 and 1979. Wages 
and salaries have been frozen since January 1981, although some 
modest increases were allowed to go into effect in early 1982. 

The minimum wage is 5.2 colones a day in the agricultural sector. 


ECONOMIC REFORMS 


The interim government which took over in November 1979, faced with 
political unrest which had intensified under the government of Gen- 
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eral Romero, undertook a number of economic reforms designed to 
address some of the more serious social problem areas. The major 
reforms included a land redistribution program, nationalization of 
coffee and sugar marketing operations, and nationalization of the 
commercial banks. 


In March 1982, national elections were held for a Constituent 
Assembly which was to name a provisional government, draft a new 
constitution, and call presidential elections, now tentatively 
scheduled for March 1984. This Government has reaffirmed its sup- 
port for the economic reforms undertaken by its predecessor. It 
has actively pursued the legal processes required for vesting own- 
ership of the agricultural lands in the reform beneficiaries and is 
providing for the compensation of the former owners (although lim- 
ited resources have made this difficult). Despite criticism of the 
efficiency of the state-owned commodity trading companies, state 
control of scarce foreign exchange earnings from coffee and other 
commodities is deemed to be essential. Consequently this reform 

is unlikely soon to be reversed. In the banking sector, the govern- 
ment is proceeding with implementation of the 1980 nationalization 
decree, which provided for the return of 49 percent of the equity 
of the banks to the private sector under conditions which would 
prevent concentration of ownership, and compensation of the former 
shareholders of each bank is proceeding as soon as the necessary 
audits have been completed. 


IMPLICATIONS FOR UNITED STATES BUSINESS 


Prospects for U.S. Exports 


The healthy growth of U.S. exports to El Salvador during the 1960s 
and most of the 1970s was a reflection of El Salvador's rapid pace 
of economic development during those years. Over the past three 
years, however, the contraction in the Salvadoran economy was re- 
flected in a decline in imports. 


Given the protracted shortage of foreign exchange receipts, the 
Central Bank has established priorities for the use of these re- 
sources: food and medicines have the highest priority, followed 

by raw materials and intermediate goods for industry and agricul- 
ture, and capital goods. As a rule, the Central Bank expects that 
exports will be financed by 90- to 180-day suppliers' credits. No 
decrease in the value of imports is assumed for 1982, although this 
implies a decrease in real terms. However, even this level of im- 
ports would not have been possible without substantial foreign as- 
sistance, including balance-of-payments financing facilities from 
the United States under the Caribbean Basin Initiative and from the 
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IMF. Agricultural commodity credits under PL-480 and CCC guarantees 
have also helped to maintain imports of essential food products. 


As a result of the stagnation of imports generally, and the chang- 
ing composition of imports (away from capital and manufactured goods 
and toward intermediate goods and raw materials), U.S. exports to 

El Salvador declined in 1980 from 1979, both absolutely and as a 
share of market but then recovered slightly in 1981. U.S. exports 
to El Salvador were $307 million in 1979, $260 million in 1980 and 
$270 million in 1981. These figures represented 30 percent of im- 
ports in 1979, 27 percent in 1980, and 31 percent in 1981. Pre- 
liminary indications are that for 1982, the United States' share 

of market will be in the 28 to 30 percent range. 


Best prospects for U.S. exporters over the next several years will 
include construction and civil engineering equipment, telecommuni- 
cations equipment and agricultural machinery--i.e., items related 
to development projects financed by international lending agencies. 
In the shorter term, food products and industrial inputs will con- 
tinue to have highest priority in allocating foreign exchange. 


Investment Outlook 


While affiliates and subsidiaries of U.S. companies have faced prob- 
lems over the past 3 to 4 years which have affected their earnings, 
many have chosen to maintain their operations here. The major ob- 
stacles to improving profitability are the weak economy, foreign 
exchange and parts shortages, security risks in some parts of the 
country, and sabotage of economic infrastructure by the guerrillas. 
Despite these negative factors, many well known American firms have 
continued to view the long-run investment climate here as positive. 
U.S. direct investment in El Salvador amounts to some $150 million, 
or almost 50 percent of total foreign direct investment. Most in- 
vestments have been made in the manufacturing and service sectors. 
The GOES has traditionally welcomed foreign investment as a means 

of improving economic development prospects, and this is reflected 
in the generally fair regulations governing foreign investment. De- 
spite efforts at sabotage, El Salvador has a well-developed economic 
infrastructure, including roads, and electric power and telecommuni- 
cations systems. 


Although still heavily dependent on several export crops--particu- 
larly coffee, cotton and sugar--El Salvador developed during the 
1960s and 1970s a relatively dynamic manufacturing sector, oriented 
largely toward the market created by the Central American inte- 
gration movement. In more recent years, a significant number of 
assembly plants exporting to developed country markets have been 
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established. These industries are heavily dependent on imported 
raw materials and components. Labor is plentiful, relatively in- 
expensive, skilled and has the reputation of being hardworking. 
Because of the very high population to land ratio, manufacturing 
industries (both those based on the assembly of imported components 
and those which would transform and increase the value added to 
domestically available raw materials) are El Salvador's best hope 
for increasing economic growth in the future. The country has es- 
tablished a free trade zone, into which inputs may be imported 
duty free, with factory shells and other infrastructure located 
near San Salvador's domestic airport. Companies establishing op- 
erations in the zone are offered a number of other tax concessions, 
negotiated with the government on the basis of the economic re- 
quirements of the industry. There are currently four companies op- 
erating in the free zone, and facilities exist for 10 to 15 more 
companies of various sizes. 


SERVICES 


The service sector in El Salvador is fairly well developed. Com- 
merce, transportation, communications, banking, and finance have 
played an important role in supporting domestic, regional, and in- 
ternational trade. The service sector has also provided an impor- 
tant source of employment in this densely populated country. Non- 
government services (transportation/communications, commerce, 
banking, insurance, and housing) account for about 45 percent of 
gross domestic product; construction and public utilities have 
added another 5 percent, although private construction has dropped 
sharply in recent years. 


It is likely that services will continue to play a key role in 

El Salvador's economy. Government regulations on technology 
transfer, licensing agreements, patents and franchises are liberal, 
although foreign exchange constraints have forced the Central Bank 
to restrict payments temporarily. A number of pharmaceutical manu- 
facturers, high-technology assemblers, manufacturers' sales offices 
and fast food chains have plants or representatives here. 


Foreign banks were not included in the 1980 bank nationalization, 
although the two banks which accepted local deposits were asked 

to close their accounts (the deadline for doing so has been ex- 
tended several times, however). The insurance industry is expected 

to undergo some changes in the near future. Government and industry 
representatives are working out a draft law which will bring the here- 
tofore unregulated insurance industry under some government regula- 
tion. The law is likely to require foreign companies to incorporate 
under Salvadoran law and have some minimum percentage of Salvadoran 
ownership. 





OUTLOOK 


Despite the current economic and political difficulties, which are 
likely to continue for the next 2 or 3 years, the demonstrated 
ability of El Salvador to take advantage of export markets and to 
develop on the basis of a realistic and pragmatic appraisal of its 
possibilities, suggest that the longer term prospects for growth 
and for expanded mutually beneficial U.S. trade and investment are 
good. The passage of the authorizing legislation for the Caribbean 
Basin Initiative would enhance these opportunities. In the interim, 
official U.S. assistance programs are designed to support the eco- 
nomic reform measures needed for restoring political stability and 
to provide short-term financial assistance, particularly to the 
hard-pressed private sector, to carry El Salvador through this pe- 
riod of difficulty until the growth trends of which El Salvador 

has proven itself capable in the past can once again reassert them- 


selves. 
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EXPORT? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 

the domestic market, chances are good you could 

do well in the world markets—and reap the profits. 
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answers. Just send us the coupon below, 
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Exporting means greater profits and 
increased compnay growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
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our international trade position. 
Exporting is not only good for you—it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE — 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 
INTERNATIONAL TRADE 
ADMINISTRATION 


SS SSSSSHHSHOSSSSS HESS SHESSSHHHESHSSHSESOSESSSH SHES SESE SEOEHSESSOSSHSOSOESES OHSS OESEEEOOSEEO OOH HEE SESEEEEEOEESESESESESEEEESE 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


‘ Send copies of A BASIC GUIDE TO 
EXPORTING at $6.50 


SN 903-009-00349-1 

Enclosed is $ ____ 0) check, 
O- money order, or charge to my 
Deposit Account No. 


LITT TTT i-O 


SS a 


Name—First, Last 


| ee ED Oh ahh fee i) te) 
mpany name or additional address line 


treet address 
ity 


(or Country) : 


PLEASE PRINT OR TYPE 


State 


Credit Cards Orders Only 
Total charges $ 


Credit 
Card No. 


Fill in the boxes below. 


Expiration Date PT ha 


Month/Year For Office Use Only 


Quantity Charges 


. Enclosed sae 
To be mailed ............... 
Subscriptions 
Postage 
Foreign handling 
MMOB 
OPNR 
ZIP Code eee 
UPNS 
Discount 
Refund 








